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REIMBURSEMENT FOR INPATIENT HOSPITAL SERVICES 

A. MONTANA MEDICAID PROSPECTIVE PAYMENT (DRG) REIMBURSEMENT 

Except for those exempt hospitals and units identified in subsection C, reimbursement for 
inpatient hospital services will be made using the Prospective Payment Method. Effective for 
discharges related to admissions occurring on orafter October 1, 1987,the Montana Medicaid 
Program will pay for inpatient hospital services according to a Diagnosis Related Group (DRG)­
based payment system. 

. Because ofthe complexity of this reimbursement system, the following documents have been 
attached as an appendix: 

1. Theemergencyrule notice and Administrative Rules of Montana; 
2. The revised thresholds contained inAddendum ‘A’; 
3. MedicaidMontana Provider Notices; 
4. Letters to theout of stateMontanaMedicaid providers; and 
5. Minutes from the meeting with providers and their association. 

Effective for dates of service oxdafter March 1, 2001 the capital-related costs are removed from 
the DRG base and no longer paid prospectively. For hospitals located in the state of Montana, 
the capital expense is paid as a facility specific add-on derived from the cost report and paid at an 
interim rate. Border hospitals, which are out of statehospitals within 100 miles of the Montana 
border, are subject to Montana Medicaid DRG reimbursement and are paid the statewide average 
of $229 for capital add-on. The DRGbase has been decreased from $2337to $2075 asthe 
prospective capital has been removed. The statewide cost to charge ratio has been decreased 
from 61% to 56% to reflect the removal of prospective capital. 

Hospitals and units that are exempt fromthis reimbursement method will be reimbursed on a 
retrospective cost basis. Exempt hospitals and units are identified in subsection C ofthis state 
plan. 

B .  DETERMINATION OF PAYMENT 

Upon the discharge or transfer of each patient, hospitals submit a bill to Montana Medicaid 
which will provide, among other information, the patient’s principal diagnosis, additional 
diagnoses, principal and secondary procedures, age and sex. These variables are passed through 
a DRG grouper program to determine the appropriate DRG for each discharge. Although 
hospitals may indicate the anticipated DRG on the billing invoice when it is submitted for 
payment, the Medicaid grouper program is the final determinant in assigning the payable DRG to 
each case. 
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The Medicaid grouper for admissions on orafter October 1'' of each year is identical to the 
current version of the Medicare grouper. 

Most DRGs, with the exception of 469 and 470, will have a relative valueassigned to be used in 
the determination of reimbursement. This relative value is multiplied by the DRG Baserate to 
determine the Gross DRG Payment Amountand any outlier amounts. The GrossDRG Payment 
Amount is then reduced by any reported Third Party Liability Amount, Copayment Amount, 
Medicare Part B Payment Amount and Patient Responsibility (Spend-down). (Some DRGsthat 
are uncommon in Montana do not have a weight assigned. These DRGs ,when they do occur, 
are paid at allowed charges multipliedby the statewide cost to chargeratio.) 

A number of DRG codes have beenextended to recognize the differencesin intensity of care 
between children and adults and betweenlarge referred hospitals and other DRGhospitals. The 
DRG extensions are asfollows: 

e To designate the DRG for children versus adults, a fourth digit has been added to the 
DRG. A "1" in that position indicates this is a pediatric DRG. A "2" in the fourth 

position indicates this is an adult DRG. 

To designate the DRG for large hospitals versus other DRG hospitals,a fifth digit has 

been added to the DRG. A "1" in the fifth position indicates this DRG applies to all DRG 

hospitals except for the six large referral hospitals. A "2"in the fifth position indicates 

the DRG applies onlyto thesix large referral hospitals. 


C. EXEMPT HOSPITALS, UNITS AND COSTS 

Some providers and costs are exempt fromprospective payment. 

1. 	 The following are subject to retrospective costreimbursement principles: 

A. 	 Hospitals in rural and very rural counties in Montana, effective July 1, 
1993. Rural and very rural counties areidentified by the United States 
Department of Agriculture in their urban to rural continuum. 

B. 	 Neonateservices under DRGs385-390 provided in neonatal intensive care 
units of Montana hospitals are exempt from the Medicaid DRG payment 
system and will be reimbursed using a retrospective cost-based system 
effective July 1, 1993. Interim payments will be based on facility charges 
times the facility cost-to-charge ratio determined from submitted cost 
reports. 

C. 	 Rehabilitation units of acute care hospitals. These units will be issued a 
distinct Medicaid provider number. Units will be required to submit a cost 
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report, on an annual basis after the provider fiscal year end, detailing the 
costs of providingthese services. 

D. Medical Education related costs as defined by Medicare. 
E. Certified Registered Nurse Anesthetists costs as defined by Medicare. 
F. Medical Assistance Facilities/Critical Access Hospitals as licensed by the 

State. 

2. 	 The following are reimbursed 61% of billed charges for medically necessary 
services for date of admission on/after March 1,2001: 

A. Hospitals located more than 100 miles from the Montana border. 
B. Border facilitieswhich provide services that are not available in Montana 

to a majorportion of Montana Medicaid recipients. 

D. REASONABLE COST REIMBURSEMENT 

Hospitals, units and costs exempt from prospective payment will continue to use the Title XVIII 
retrospective reasonable cost principles for reimbursing Medicaid inpatient hospital services. 
Allowable costswill be determined in accordance with generally accepted accounting principles 
as defined by the American institute of Certified Public Accountants. Such definition of 
allowable costs isfurther defined in accordance with the Medicare Provider Reimbursement 
Manual, HCFAPub. 15-1, subject to the exceptions and limitations provided in the Department’s 
Administrative Rules. Pub. 15, is a manualpublished by the United States Departmentof Health 
and Human Services,Health Care Financing Administration, which provides guidelines and 
policies to implement Medicareregulations which set forth principles for determining the 
reasonable cost of provider services furnished under the Health Insurance for Aged Act of 1965, 
as amended.. 

Hospitals subject to retrospective reasonable cost reimbursement shall receive interim payments 
during thefacility’s fiscal year. The interim payment will be based on apercentage of customary 
charges asdetermined by the facility’s Medicaid cost report. If a provider fails to submit 
financial information to compute therate, the provider will be reimbursed at 50% of its usual and 
customary billed charges. 

E. OUTLIERS 

Cases that have been identified as unusually high cost are eligible for additional outlier payments 
if they exceed the thresholds for outlier status. 

Cost outliers are cases with costs that exceed the cost outlier threshold for the DRG. To 
determine if a hospital stay exceeds the cost outlier threshold, the Montana Medicaid Program 
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excludes all services provided which are not medically necessary. Montana Medicaid then 
converts the charge information for medically necessary services into cost information by 
applying a statewide average cost-to-charge ratio. The cost for the medically necessary services 
is then compared to the cost outlier threshold for the appropriate DRG to determine if thecase 
qualifies for reimbursement as a cost outlier. Costs exceeding the. threshold are multiplied by a 
marginal cost ratio (60%) to determine the outlier reimbursement amount. 

F. UNSTABLE DRGs 

Several DRG weights have been identified as “unstable”. Unstable DRGs are those for which 
there is potentially a statistically unreliable weight set. All DRG hospitals other than the six 
large referral hospitals are eligible for stop loss payments on these DRGs. If the charges for a 
given claim in an unstable DRG are either less than 75% ofthe DRG amount orgreater than four 
times the DRG amount, the case will paid at the statewide cost-to-charge ratio.6, 

G. CATASTROPHIC CASES 

Effective for admissions on orafter July 1, 1995, cases that exceed theCatastrophic Case 
Threshold are eligible for consideration for additional reimbursement. Upon review by the 
designated review organization to verify medical necessity, catastrophic claims maybe paid the 
estimated cost of the inpatient hospital stay by multiplying allowed charges by thestatewide cost­
to-charge ratio. 

Providers will receive the base DRG payment and any appropriate outlier paymentsfor each 
catastrophic case through the regular claims payment process, and shall receive as acatastrophic 
case claim an amount equal to the estimated cost less the base DRG payment amount and any 
applicable outlier payment amounts. 

H. EXEMPT STAYS (HOSPITAL RESIDENT) 

A recipient who is unable to be cared for in a setting other than an acute care hospital and who 
meets the following requirements is classified as a hospital resident: 
-

1. 	 A patient must utilize a ventilator for a continuous period of not less than 8 hours 
in a 24 hour period or require at least 10 hours of direct nursing care in a 24hour 
period; 

2. 	 A patient must have been an inpatient inan acute care hospital for a minimum of 
6 continuous months; 

3. 	 The provider will have the responsibility of determining whether services could 
have been provided in a skilled nursing care facility or by a home and community 
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based waiver program. If services could have been provided in a less restrictive 
setting, then resident status will not be granted. 

Payment for hospital residents will be made as follows: 

1. 	 Payment for the first 180 days of inpatient will be the DRG payment and any 
appropriate outliers; and 

2. 	 Payment for all medically necessary patient care subsequent to 180 days will be 
reimbursed at a rate computedby multiplying the statewideaverage cost-to-charge 
ratio by the usual and customary billed charges. 

I. TRANSFERS 

For dates ofservices prior to July 1, 1999, when apatient was transferred between hospitals, the 
transferring hospital was paid a per diemrate for each medically necessary day of care provided 
to the recipient prior to transfer up to the full DRG plus anyappropriate outlier. For dates of 
services on or after July 1, 1999, when apatient is transferred between hospitals, the transferring 
hospital is paid a per diem rateof two times the average per diem amount for the first inpatient 
day of careprovided to the recipient prior to the transfer up to the full DRG plusany appropriate 
outlier. 

The hospital that ultimately dischargesthe patient receives the full DRG payment plusany 
appropriate outliers or, ifthey are exempt from DRG reimbursement, they will receive regular 
payment as adischarging hospital. 

Occasionally, a patient is transferred from one hospitalto anotherand then when the condition 
that caused the transfer is alleviated, back to the original hospital. Thus, a hospital can be both a 
transferring and discharginghospital. Under these circumstances, the original hospital is also the 
discharging hospital and should submittwo claims. The hospital that treated and transferred the 
patient back to the original hospital is considered the transferring hospital and is eligible for the 
per diem. 

-When a patient is moved from an acute care bed to a rehabilitation unit bed, this is considered a 
discharge for payment purposes. 

All transfers are subject to review for medical necessity of the initial as well as subsequent 
hospitalizations and the medical necessity of the transfer itself. Reimbursement cannot1emade to 
a provider unless the service provided was medically necessary. 

J .  READMISSIONS 
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All readmissions are subject to review for medical necessity of the initial as well as the 
subsequent hospitalization and the medical necessity of the readmission itself Reimbursement 
cannot be made to a providerunless the service provided was medically necessary. Readmissions 
may be reviewed on a retrospective basis to determine if additional payment for the case is 
warranted. 

K. UNBUNDLING 

Services provided on the dayof admission or on the daypreceding the day of admission are 
included in the DRG. These services were deemedto be inpatient services before prospective 
payment and wereincluded in the DRG calculation. This includes any outpatient services 
(including observation)provided within 24 hours of admission. All routine services (e.g., room 
and board, nursing) are included in the DRG payment. All diagnostic service (e.g., radiology are 
included in the first hospital’s DRG payment. Arrangement for payment to the second hospital 
where the services were actually performed must be betweenthe first and second hospital. All 
ancillary services provided by the hospital or performed by another entity (e.g., hospital has a 
contractual agreement with an enrolled independent laboratory) are included in the DRG 
payment. 

Physician services are excluded from the DRG paymentand shall be billed separately. 

L. DISPROPORTIONATE SHARE PROVIDERS 

Hospitals providing services to a disproportionate share of Medicaid recipients shall receive an 
additional payment amount as computedbelow. 

To be deemed eligible for a disproportionate share payment adjustment, the hospital must meet 
the following criteria: 

1. 	 A Medicaid inpatient utilization rate at least one standard deviation above the 
mean Medicaid inpatient utilization rate for hospitals receiving Medicaid 
payments in the Stateor a low incomeutilization rate that exceeds twenty percent 

- (20%); 
2. A Medicaid inpatient utilization rate of atleast one percent (1%); and 
3 .  	 A hospital must have atleast two obstetricians with staff privileges at the hospital 

who agree to provide obstetric services to individuals entitled to such services 
under the State Plan. In the case where a hospital is located in a rural area (that is, 
an area outside of a Metropolitan Statistical area, as defined by the Executive 
Office of Management and Budget), the term “obstetrician” includes any 
physician with staff privileges at the hospital to perform non-emergency obstetric 
procedures. 
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4.  Section 3 does not apply la a hospital which: 

A. The inpatients are predominantly individuals under 18 years of age; or 

E. Does not offer non-emergency obstetric service tis of December 22, 1987. 


The Medicaid inpatient utilization rate (expressed as a percentage) for a hospital shall be 
computed as a total number of Medicaid inpatient days for a hospital in u cost reporting period, 
divided by the total number of inpatient days in the same period. 

I .  	 “Medicaid inpatient day” means the hospital’s number of inpatient days 
attributable to patients who were eligible for medical assistance under the 
approved Medicaid State Plan in a cost reponing period (whether the patients 
receive medical assistance on a fee-for-service basis or through a managed care 
program). 

2. 	 “Inpatient Day” includes eachday in which an individual (including a newborn) is 
an inpatient in the hospital, whether or not the individual is in a specialized ward 
and whether or not the individual remains in the hospital for lack of suitable 
placement elsewhere. 

The low income utilization rate for a hospital shall be computed as the sum (expressed as a 
percentage) of the fraction is calculated as follows: 

I .  	 total Medicaid patient revenues including fee for service and managed care 
programs paid to the hospital, plus the amount of cash subsidies received directly 
from state and local governments in a cost reporting period, divided by the total 
amount of revenues ofthe hospital for patient services (including !he amount of 
cash subsidies) in the same reponing period; and 

2. 	 The total amount of the hospital’s charges for inpatienthospital services 
attributable IO charity care (care provided to individuals who have no source of 
payment, third party or personal resources) in a cost reporting period divided by 
the total amount of the hospital’s charges for inpatient services in the hospital in 
the same period. total inpatient charges attributed to charity care shall not 
include contractual allowances and discounts (otherthan for indigent patients not 
eligible for medical assistance under the State Plan) that is, reductions in charges 
given to other third party payers. such as HMO’S, medicare and blue Cross. 

The additional payment will be an amount equal to the product of the hospital’s Medicaid 
uperaring cost payment times the hospital’sMedicaid disproportionate share adjustment 
percentage developed under rules established under Section 1886 (d) ( 5 )  (1:) ( iv )  of the Social 
Security Act. 
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M. HOSPITAL POLICY ADJUSTOR 

Hospitals located in Montana paid via the prospective payment system who meet the following 
criteria: has 50 or fewer beds; routinelydelivers babies; delivered less than 200babies (all payors) 
for state fiscal year 1999 (July 1, 1998 through June 30, 1999) and of the total babies delivered in 
state fiscal year 1999, 53% were covered with Medicaid primary or Medicaid secondary. Data 
sources for the Department to confirm whomeets the criteria include but is not limited to: 
Montana Hospital Association database; Montana Medicaidpaid claims database; Department’s 
database for vital statistics; and licensing bureau within the Department. 

Subject to funding, hospitals qualifylngfor the “Hospital Policy Adjustor” will receive, in 
addition to the DRG payment, a payment amount 5% of the hospital’s prospective base rate. 
The Montana Hospital Association supportsthe implementation of the“Hospital Policy 
Adjustor” as many small hospitalslocated near Indian Reservations have higher percentages of 
Medicaid births. 

N. QUALIFIED RATE ADJUSTMENT PAYMENT 

A hospital located in Montana paidvia Medicaid’s prospective payment system for inpatient care 
and that is county owned, countyoperated or partially county funded, including tax district 
funding, may be eligiblefor a Qualified Rate AdjustmentPayment. If the eligible hospital’s most 
recently reported usual and customary(allowed billed) charges are greater than the Montana 
Medicaid allowed payment for inpatient care, the eligible hospital will receive a qualified rate 
adjustment paymentcalculated by the Department through a formula of usual and customary 
allowed billed charges not to exceed the UPL minus Montana Medicaidallowed payment times 
90%. The 90% QRA payment is the only amount for which federal match is applied. The 
submitted cost reports from eligiblehospitals and information from thepaid claims database will 
be used for calculations. The QRA must be for services (paid claims) on orafter June 1,2000. 
At the end of the contract period, the Departmentwill reconcile to ensure the Medicaid allowed 
and the qualified rate adjustment payments donot exceed the facility’s usual and customary 
charges. 

-0. APPEAL RIGHTS 

Providers contesting the computation of interim payments orfinal settlement for capital and 
medical education costs; coding errors resulting in incorrect DRG assignment; medical necessity 
determinations; outlier determinations;or, determinations of readmission and transfer shall have 
the opportunity for a fair hearing in accordance with the procedures set forth in ARM 
46.12.509A. 
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